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Dear Mr. Caton:

On September 14, 1994, representatives of the United States
Telephone Association (USTA) held a series of meetings with
Commission staff to discuss the above-referenced docket. Robert
Harris, Whit Jordan, Ed Lowry, and Frank McKennedy, on behalf of
USTA, met with Kathleen Wallman, Kathy Levitz, David Nall, Mark
Uretsky and Dan Grosh of the Common Carrier Bureau staff and, in
a separate meeting, with Robert Pepper of the Office of Plans and
Policy. The viewpoints expressed were consistent with USTA's
written filings in this docket.

In addition, on September 14, 1994, Nancy Lubermersky,
Dennis Weller, Ed Lowry, Whit Jordan and Frank McKennedy, also on
behalf of USTA, met with James Olson, Paul Gallant and George
Ford of the Office of General Counsel, and in a separate meeting,
with David Nall, Dan Grosh, JoAnn Wall and Anthony Bush of the
Common Carrier Bureau. The attached written material was
distributed and discussed at both of these meetings.

The original and a copy of this ex parte meeting notice are
being filed in the Office of the Secretary on September IS, 1994
due to the lateness of the meetings. Please include it in the
public record of this proceeding.

C;;::;:lptted.
Linda Kent
Associate General Counsel
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To Meet Its Policy Goals in 94-1
The COIIIIDitsion Must Adopt

an Adaptive Regulatory Framework

Markets have changed dramatically since 1984

• Technology
• Competition
• Rate of change is accelerating

Existing access rules not designed for these changes

USTA proposes adaptive framework (or price cap regulation

• Adaptable rate structure
• Framework that adjusts degree of regulation to match degree of

competition



CoJDpelJtors have taqeted areas with deme coocentrations or frafJJc and revenues

CONCENTRATION OF REVENUES

• Ameritech: 15~ of business accounts-> 72~ business revenues
• BeD Atlantic: 15~ of wire centers- > 71% special access revenues
• BeUSouth: 4% of wire centers- > 30~ business revenues
• New York Tel: One centnI oftIce bas JDOre MOUs than all of Vennont
• SWBT: 11.5% of central oIIIces->60~ total access revenues
• GTE: 6~ of end uaers->46~ of switched, MOUs

.6% of end users locations yield l00~ Special Access Channel Tenninations

G'oJrW'k area
10 large States

Paciftc BeD

New York

Percent or land area wbJch midi perceat or """ness revenues
1% 30~

8% 75%

10%

Washington 1% 50%



Who are tbe competitors?

• CAPs serve all 25 of tbe top MSAs; tbat represents 43% of US population

• CAPs will bave presence in more tban 260 cities by year end 1994

• 500% growtb rate projected for tbe next 5 years

• CAPS are large, weD-llnanced businesses
- MFS' parent, Peter Kiewit & Sons, is 11th largest privately owned US corporation witb
almost $58 in revenues
- TCG is owned by 5 cable companies and bas over $UB in assets

• Less tban 10% of CAP fiber capacity is being used to transport tramc today

• It is easy for CAPs to expand tbeir customer base:
- If current ring is within reacb of buDding, CAP extend a link over to that buDding;
buiklillg owners often allow access to CAPS as a se.g point to prospective tenants.
- If buUdiDg is not within reacb of the existIDg ring, CAPS can extend tbeir own ring or use
existing rights of way from other utilities, transit companies, etc.
- If additional new capacity is needed, CAPs need only install new fiber optic terminal
rather than additional fiber.
- If unique customer need exists, tbey find a partner to belp meet tbat need

• Self-provisioning their own backbone networks

• Have installed over 100,000 ftber mUes witb other uttUty rigbts-of way

• AtllHations and informal relationships with other providers expand market capablUty:
-ATT-McCaw
-MCI-BrItIsh Telecom
-Sprint-France Teleom and Deutsche TeleKom



Cable comlJlllies' eptry into telegbone is imminent; their networks are neariul ubiquity

Cable companies;

• Pass over 95% of television households today

• Deploy fiber and coax/fiber mix
-Use of fiber optics bas increased 600" since 1988
-77% of national cable installations are capable of 2 way communications

• Are buying switching equipment
-Several cable companies are currently offering telephone services
-Networks are used for backbaul of voice and data traDsIDissions for both cellul8r aDd CAPs
-Consortium of 6 cable companies issue a joint RFP for S2Bworth of telephony switching
equipment
-FCC Staff Report estimated cost of adding telephone to cable at $207/Une
-Equipment vendors estimate cost less that $3OOlUne
-C.W.Post-Cablevision alliance bypassed New York Tel

• AmHations with CAPs and IXCs
-Cable interests DOW control SO% of CAP revenues
-Five cable companies own TCG
-MCI-Jones Intercable testing phone service over cable in Alexandriat Va.

• AftlUatioDS with LECs
-USW in Atlanta (Wonaetco) and Rochester(Time Warner)
-SWBT in Maryland (Hauser)
-BellSouth owns 22.5% of Prime Management which owns Prime Cable

• Offer cable telephone service to IS% of UK homes passed and to 70% of homes that subscribe to
cable.



Acaptua of wirE's....,',&1' Ia IkYr!drIeIIIJ • COlD .......... dea... Celalar was expected to
suppielaeat ~bIIIed co rule ad te ...... _ of local aetworks. Wireless commuDkation

is to replace CODvendoui wirellne tekpIaoDy.

Celular

• Aftlllations and ...........tss with IXCs and CAPs allow iDuBedlate entry into access markets
-1/3 of non-wireline coaapuies have transport contracts with CAPs,tbereby bypassing
LEC transport

• As of 11/", then were 101 sublcribers, expected to reach 391 by end of decade
-10M US CUItoIBers sip up every day
-The number of cellalar subserlbers increased more that IandHne subscribers in 1m

• FCC auctions for 1,071 IiceaIfS wiD beaiD in Decenlber 1994

• FCC projects 60M PeS users in US in next 10 yean

• Bert Roberts of MCI predicts 90M users by 1000

• PeS is expected to pelletrate 40'" of residential market



Utilities aad EDd Users are also offerlg services to Interstate Access customers

Electric. Gas. ad Water UtUities

• 50~ of utility providers have pIaIUled or have boUt ftber riDl backboDet Detworks

• Only S~ of the tiber capacity • DOW bebtl used by the utility remaiIlder is beinI offend for
prlnte use or for resale

EDd Users

• PBXs ad private CUItoIBer Detworks provide switched services
-Direct IIDk to IXC pop
-SDN-type sentces
-SIUJ't PBXs .. caw...........
-CW Post Ullivenity-CabIeviIioD
-Govenuueatal eatltles seIf-provisioDilll or barplaial with CAPs for services

• VSAT, a~ tboqIat to be dedlalq teduaoIoaY, •~
-WabDart, CHn'oD, aDd 7-11 have iDstlllled VSATs at tbouIuds of sites IUdioDwide
-over 1000,. tenDlnals are in serrice with S4~ arowtb since 1992



TIle daiIIII of CAPs ... )XCI ... '"' LEC ..... sUre distort tile view of latentate access
~; tI!ey ipor:e ......, by ICs, .. user p!U'dIues of access (wb«ber froID a LEC or from a
CAP). wireless and cable COIBpetItt!e alterDatives.

Review of market sbare claims:

swItdMJd and sped!I aeaIS~ fnNa LECs
switched aad spedal access+ IXC self supply +end user purcbase+CAP+WireIess+VSAT+private

• Review of revenue share dabBs

• In 10 metro areas of 5 IarIe LECs, CAPs have 30~ lDIU'ket of mCAP services



Ass....t of Co_petition in
Access Markets

What is purpose of "I.inlnl COBIpttition in 94-1?

• In the Docket:

To~ wIaetIler acIoptIoa of an adaptive framework is warranted
• Once an adaptive framework is adopted:

To detendae wbeD streaallblinl is warranted
• What is the "'vant _arket?

• Access (not local)

• Gqrapbically limited (not natioIIwide)

• Based on broad 1fOIIp5 of subltlt1ltable products (not indivkIual services)

LECs face real competition for their core lines of business today



USTA's PropoIed Fruaework
To Adjust Replation
To Matdl Compedtion

- Key Elellleats

D61don of Mullet Area
Mullet Area C.....llcltioa
Criteria lor C'. rr''btioD
PridDI Rnles by Market Area

1) DefInition 01 Market Area:

Geopoaphic area served by ODe or more wire c:eDters

Smallest unit 01 obserTation

Pre-eDstIq entity

Matches existin. ~., orderiIII systems

2) Market Area Classiftcation

Three levels 01 markets:

initial Market Areas (lMA)

TrusItioDaI Market Area (TMA)

Corapetltlve Market Area (CMA)

Each lODe becomes an Initial Market Area (IMA)

Within an WA, wire c:eDters may become part 01 a TMA

Upon showiD. 01 pnseace 01 a COIDpetitor



llldividual wire ceatel' may be destpated as a CMA

Upoa showfa. that compedtioa is sullldeat to limit market power

Altenlative sourte of supply must be available for customers witbiD the servia. area of the
wire ceatel' repr!lelltIq at Ie8st 15" of the iDalmbeDt's exiItiD. interstate acc.ess services
demaad, or alternatively for 10% of the total market demand within that area,

Cum.ers die ..... ana of die wire ..tel' ~!II.dq at Ie8st 15" of the
iIIc1uabeBt's latel'ltate KaII _ ,. wItIIIa that area, or aItenatlveIy a
sfDIIe taIta.er elell_ at IeMt 15" of dlat deaIud, actively demoastrate(s) a
wiIIIapesI to utille aIternadve SCMII'teS of supply.

Sbowill. may be made for all access services, or for ODe or more price cap baskets

3) Criteria for StreamIiDlDI

Forwud-IooIdq iDdkator

Incorporates best exildD. economic theory

EI8Itidty of altenadve supply
Abilty (capacity) to supply

Baled on ..., DOt poteIltial, COIDpetitIoD

Market SIw'e
M........ eboiees custoIDen have made, rather thaD those they have
available

Not dIndIy r*ted to muket power

a.ckwud IooIdq; estabIIIIIeI prlc:Iq sipaIs oaly after market decistODs
have been made

"Reserves" pordOll of the muket for struts

"Strud1IraI" PrecoIIdidoDs



No slplftcant barriers to access III8I'kets

Proposed condldons relate to local, DOt access, competition

If AddressablUty condition met, entry has already occurred

4) Pridnl Rules

Proposed Criteria aad Pridn. Rules Errectlvely Protect Coasumers, Competition

Prices too h....
Caps ill areas where IIUlI'ket power stUI eDts

Prices too low (pndation)

Price fIoon at increIDentai cost

Recoupment UIIIIkeIy

Iaa'e8liaJ COIapedUon

Stnwmlillinl ....ted oaIy wheII compedton have sunk capacity

Cross-subsidy

Caps oa .. COIapedUve IIW'kets

IDdepeadeBt of cIed80as ill more compedtive markets -- because
sharinl and LFAM ted

F100n on aD rates

s................ted oaIy wIleD custOIBers have dloIce5 throup colilpedton' own
fad8des

ExIItIq poIdes oa clllcrbBlllatlon, resale, sIaarinJ contillue to apply

Replatlon sIaoaId nplkate compeddve outcolDe

Deput ...... sy....cry oaIy wIlere necelSary
Ule IeMt dIItor_..Iatory tools
More "protedioa" not better for COIII1IIMI'S

1JtIDu test for pridnl proposals

PrIdq Rules propoeed by other parties are DOt re8IODabIe



Cost coasisteaey (MFS)

LinldDI across services (WiR'eI, ICA)

Do not pass Btmus test

Raise cost of competitive respoase for LECs

Iacreue rbk, reduce rewards for new services



The Com..... SIIoaId Adopt
an Adaptive Framework Now

BeDeftts of adaptive fruaework

Establishes clear ground rules for competition up front

Provides reasonable expectations for all players

Undistorted market signals to guide entry, investement, purchase decisions

Efficient development of NIl

Immediate benefit in all markets

Replicates market outcome

In competitive markets, by allowing market forces to work

Consumers benefit from lower prices, more effective competition, wider
choice of services.

In less competitive markets, by protecting consumers

Effective protection from abuse of market power, anticompetitive behavior

FacilitalleS introduction of new services

Allows prompt, efficient regulatory response

No need for new proceeding every year to assess changes in market

There is DO dowMIde to adopdna • fnuaework BOW

Streamlining would be granted only where LEC bas shown 1bat cri.ma are met

TIDle to estabIIIIa tnaer ............... and IJ'OIIDd rules for competitIoD is DOW

Not after investment decisions have already been made

To permit rational development of competition
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Transiti.on of Market Area
Classification

STUDY ADA X
AdIIDI B-=h c. Daley
AlMt 81_ elU'k Dee
AtDIJI:y B<U Cole DlIaey
Auttin Brtdbd C~ DuDbir
Avon Bade Curti. Dy1&

ZOgl ZONI2 ZONt.
AdMM c. Albert Cbrk Allay ~

Avon CUJ'tiI Ausbn Crai, Bead Disaey
Bach Daley BJIQk Dec Dunbar
Buck DylaD Bradford, , ,

IMAI DU2 DIA •
AdamtI Cap Albert Clade Al.rJ«y Cole
Avoo Curcis AUlIWa <:Pig 8add Disuy
Bedl DII8y :BIItk Dean DUDbIr
Buck Dylan Sndbd, , ,

TMAl TMA2 1"MA *
AdamI Cage A.m Craie Amay Dunbar
Dyl. Blick Boad
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